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member of Congress in connection with ob-
taining any Federal contract, grant or any
other award covered by 31 U.S.C. 1352. Each
tier shall also disclose any lobbying with
non-Federal funds that takes place in con-
nection with obtaining any Federal award.
Such disclosures are forwarded from tier to
tier up to the recipient.

8. Debarment and Suspension (E.O.s 12549
and 12689)—A contract award with an
amount expected to equal or exceed $25,000
and certain other contract awards (see 2 CFR
180.220) shall not be made to parties listed on
the government-wide Excluded Parties List
System, in accordance with the OMB guide-
lines at 2 CFR part 180 that implement E.O.s
12549 (3 CFR, 1986 Comp., p. 189) and 12689 (3
CFR, 1989 Comp., p. 235), ‘“‘Debarment and
Suspension.” The Excluded Parties List Sys-
tem contains the names of parties debarred,
suspended, or otherwise excluded by agen-
cies, as well as parties declared ineligible
under statutory or regulatory authority
other than E.O. 12549.

[69 FR 26281, May 11, 2004, as amended at 70
FR 51879, Aug. 31, 2005]
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§220.5 Purpose.

This part establishes principles for
determining costs applicable to grants,
contracts, and other agreements with
educational institutions.

2 CFR Ch. Il (1-1-13 Edition)

§220.10 Scope.

The principles in this part deal with
the subject of cost determination, and
make no attempt to identify the cir-
cumstances or dictate the extent of
agency and institutional participation
in the financing of a particular project.
Provision for profit or other increment
above cost is outside the scope of this
part.

§220.15 Policy.

The principles in this part are de-
signed to provide that the Federal Gov-
ernment bear its fair share of total
costs, determined in accordance with
generally accepted accounting prin-
ciples, except where restricted or pro-
hibited by law. Agencies are not ex-
pected to place additional restrictions
on individual items of cost. The suc-
cessful application of cost accounting
principles requires development of mu-
tual understanding between represent-
atives of educational institutions and
of the Federal Government as to their
scope, implementation, and interpreta-
tion.

§220.20 Applicability.

(a) All Federal agencies that sponsor
research and development, training,
and other work at educational institu-
tions shall apply the provisions of Ap-
pendix A to this part in determining
the costs incurred for such work. The
principles shall also be used as a guide
in the pricing of fixed price or lump
sum agreements.

(b) Each federal agency that awards
defense-related contracts to a Feder-
ally Funded Research and Development
Center (FFRDC) associated with an
educational institution shall require
the FFRDC to comply with the Cost
Accounting Standards and with the
rules and regulations issued by the
Cost Accounting Standards Board and
set forth in 47 CFR part 99.

§220.25 OMB responsibilities.

OMB is responsible for:

(a) Issuing and maintaining the guid-
ance in this part.

(b) Interpreting the policy require-
ments in this part and providing assist-
ance to ensure effective and efficient
implementation.
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(c) Granting any deviations to Fed-
eral agencies from the guidance in this
part, as provided in Appendix A to this
part. Exceptions will only be made in
particular cases where adequate jus-
tification is presented.

(d) Conducting broad oversight of
government-wide compliance with the
guidance in this part.

§220.30 Federal Agency responsibil-
ities.

The head of each Federal agency that
awards and administers grants and
agreements subject to this part is re-
sponsible for requesting approval from
and/or consulting with OMB (as appli-
cable) for deviations from the guidance
in Appendix A to this part and per-
forming the applicable functions speci-
fied in Appendix A to this part.
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§220.35

Institutions as of the start of their
first fiscal year beginning after that
date shall implement the provisions.
Earlier implementation, or a delay in
implementation of individual provi-
sions, is permitted by mutual agree-
ment between an institution and the
cognizant Federal agency.

Effective date for changes.

§220.40 Relationship
issuance.

to previous

(a) The guidance in this part pre-
viously was issued as OMB Circular A-
21. Designations of the attachment to
the Circular and the appendices to that
attachment have changed, as shown in
the following table:

The portion of OMB Circular A-21 that was designated as . . .

Is designated in this partas . . .

(1) The Attachment to the circular, entitled “Principles For De-
termining Costs Applicable to Grants, Contracts, and Other
Agreements with Educational Institutions,”.

(2) Exhibit A in the attachment to the circular, entitled “List of
Colleges and Universities Subject to Section J.12.h of Cir-
cular A-21,".

(3) Exhibit B in the attachment to the circular, entitled “Listing
of Institutions that are eligible for the utility cost adjustment,”.

(4) Exhibit C in the attachment to the circular, entitled “Exam-
ples of ‘major project’ where direct charging of administrative
or clerical staff salaries may be appropriate,”.

(5) Appendix A to the attachment to the circular, entitled
“CASB’s Cost Accounting Standards (CAS),”.

(6) Appendix B to the attachment to the circular, entitled
“CASB’s Disclosure Statement (DS-2),”.

(7) Appendix C to the attachment to the circular, entitled “Doc-
umentation Requirements for Facilities and Administrative
(F&A) Rate Proposals,”.

Appendix A to Part 220—Principles For Determining Costs Ap-
plicable to Grants, Contracts, and Other Agreements with
Educational Institutions.

Exhibit A, List of Colleges and Universities Subject to Section
J.12.h of Circular A-21, to Appendix A.

Exhibit B, Listing of Institutions that are eligible for the utility
cost adjustment, to Appendix A.

Exhibit C, Examples of “major project” where direct charging
of administrative or clerical staff salaries may be appropriate,
to Appendix A.

Attachment A, CASB’s Cost Accounting Standards (CAS), to
Appendix A.

Attachment B, CASB’s Disclosure Statement (DS-2), to Ap-
pendix A.

Attachment C, Documentation Requirements for Facilities and
Administrative (F&A) Rate Proposals, to Appendix A.

(b) Historically, OMB Circular A-21
superseded Federal Management Cir-
cular 73-8, dated December 19, 1973.
FMC 73-8 was revised and reissued
under its original designation of OMB
Circular No. A-21. The provisions of A-
21 were effective October 1, 1979, except
for subsequent amendments incor-
porated herein for which the effective
dates were specified in these revisions
(47 FR 33658, 51 FR 20908, 51 FR 43487, 56
FR 50224, 58 FR 39996, 61 FR 20880, 63 FR
29786, 63 FR 57332, 656 FR 48566 and 69 FR
25970).

§220.45 Information contact.

Further information concerning this
part may be obtained by contacting the
Office of Federal Financial Manage-

ment, Office of Management and Budg-
et, Washington, DC 20503, telephone
(202) 395-3993.

APPENDIX A TO PART 220—PRINCIPLES
FOR DETERMINING COSTS APPLICA-
BLE TO GRANTS, CONTRACTS, AND
OTHER AGREEMENTS WITH EDU-
CATIONAL INSTITUTIONS

TABLE OF CONTENTS

A. Purpose and Scope
1. Objectives
2. Policy guides
3. Application
4. Inquiries
B. Definition of Terms
1. Major functions of an institution
2. Sponsored agreement
3. Allocation
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4.

Facilities and administrative (F&A)
costs

C. Basic Considerations
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© o3

10.
11.
12.

13.
14.

. Composition of total costs

. Factors affecting allowability of costs

. Reasonable costs

. Allocable costs

. Applicable credits

. Costs incurred by State and local gov-

ernments

. Limitations on allowance of costs
. Collection of unallowable costs

Adjustment of previously negotiated
F&A cost rates containing unallowable
costs

Consistency in estimating,
lating and reporting costs
Consistency in allocating costs incurred
for the same purpose
Accounting for unallowable costs
Cost accounting period
Disclosure statement

accumu-

D. Direct Costs

1.
2.

General
Application to sponsored agreements

E. F&A Costs

1.
2.

General
Criteria for distribution

F. Identification and Assignment of F&A

1.

o1 W

Se®Io
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Costs

Definition of Facilities and Administra-
tion.

Depreciation and use allowances

Interest

Operation and maintenance expenses

General administration and general ex-
penses

Departmental administration expenses

Sponsored projects administration

. Library expenses

Student administration and services
. Offset for F&A expenses otherwise pro-
vided for by the Federal Government

G. Determination and Application of F&A

*

9.

10
11
12

Cost Rate or Rates
F&A cost pools

. The distribution basis

. Negotiated lump sum for F&A costs

. Predetermined rates for F&A costs

. Negotiated fixed rates and carry-forward

provisions
Provisional and final rates for F&A costs

. Fixed rates for the life of the sponsored

agreement

Limitation on reimbursement of admin-
istrative costs

Alternative method for administrative
costs

. Individual rate components

. Negotiation and approval of F&A rate

. Standard format for submission

H. Simplified Method for Small Institutions

1.
2.
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General
Simplified procedure
eserved

J. General Provisions for Selected Items of

Cost
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54.
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. Advertising and public relations costs
. Advisory councils

. Alcoholic beverages

. Alumni/ae activities

. Audit and related services

. Bad debts

. Bonding costs

. Commencement and convocation costs
. Communication costs

. Compensation for personal services

. Contingency provisions

. Deans of faculty and graduate schools

. Defense and prosecution of criminal and
civil proceedings, claims, appeals and
patent infringement

. Depreciation and use allowances

. Donations and contributions

. Employee morale, health, and welfare
costs

. Entertainment costs

. Equipment and other capital expendi-
tures

. Fines and penalties

. Fund raising and investment costs

. Gains and losses on depreciable assets

. Goods or services for personal use

. Housing and personal living expenses

. Idle facilities and idle capacity

. Insurance and indemnification

. Interest

. Labor relations costs

. Lobbying

. Losses on other sponsored agreements
or contracts

. Maintenance and repair costs

. Material and supplies costs

. Meetings and conferences

. Memberships, subscriptions and profes-
sional activity costs

. Patent costs

. Plant and homeland security costs

. Pre-agreement costs

. Professional service costs

. Proposal costs

. Publication and printing costs

. Rearrangement and alteration costs

. Reconversion costs

. Recruiting costs

. Rental costs of buildings and equipment

. Royalties and other costs for use of pat-
ents

. Scholarships and student aid costs

. Selling and marketing

. Specialized service facilities

. Student activity costs

. Taxes

. Termination costs applicable to spon-
sored agreements

. Training costs

. Transportation costs

. Travel costs

Trustees

K. Certification of Charges
Exhibit A to Appendix A—List of Colleges
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Exhibit B to Appendix A—Listing of Institu-
tions That are Eligible for the Utility
Cost Adjustment

Exhibit C to Appendix A—Examples of
‘“major project’” Where Direct Charging
of Administrative or Clerical Staff Sala-
ries May Be Appropriate

Attachment A to Appendix A—Cost Account-
ing Standards (CAS) for Educational In-
stitutions

Attachment B to Appendix A—CASB’s Dis-
closure Statement (DS-2)

Attachment C to Appendix A—Documenta-
tion Requirements for Facilities and Ad-
ministrative (F&A) Rate Proposals

A. PURPOSE AND SCOPE

1. Objectives. This Appendix provides prin-
ciples for determining the costs applicable to
research and development, training, and
other sponsored work performed by colleges
and universities under grants, contracts, and
other agreements with the Federal Govern-
ment. These agreements are referred to as
sponsored agreements.

2. Policy guides. The successful application
of these cost accounting principles requires
development of mutual understanding be-
tween representatives of universities and of
the Federal Government as to their scope,
implementation, and interpretation. It is
recognized that—

a. The arrangements for Federal agency
and institutional participation in the financ-
ing of a research, training, or other project
are properly subject to negotiation between
the agency and the institution concerned, in
accordance with such governmentwide cri-
teria or legal requirements as may be appli-
cable.

b. Each institution, possessing its own
unique combination of staff, facilities, and
experience, should be encouraged to conduct
research and educational activities in a man-
ner consonant with its own academic phi-
losophies and institutional objectives.

c. The dual role of students engaged in re-
search and the resulting benefits to spon-
sored agreements are fundamental to the re-
search effort and shall be recognized in the
application of these principles.

d. Each institution, in the fulfillment of its
obligations, should employ sound manage-
ment practices.

e. The application of these cost accounting
principles should require no significant
changes in the generally accepted account-
ing practices of colleges and universities.
However, the accounting practices of indi-
vidual colleges and universities must support
the accumulation of costs as required by the
principles, and must provide for adequate
documentation to support costs charged to
sponsored agreements.

f. Cognizant Federal agencies involved in
negotiating facilities and administrative
(F&A) cost rates and auditing should assure
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that institutions are generally applying
these cost accounting principles on a con-
sistent basis. Where wide variations exist in
the treatment of a given cost item among in-
stitutions, the reasonableness and
equitableness of such treatments should be
fully considered during the rate negotiations
and audit.

3. Application. These principles shall be
used in determining the allowable costs of
work performed by colleges and universities
under sponsored agreements. The principles
shall also be used in determining the costs of
work performed by such institutions under
subgrants, cost-reimbursement subcontracts,
and other awards made to them under spon-
sored agreements. They also shall be used as
a guide in the pricing of fixed-price contracts
and subcontracts where costs are used in de-
termining the appropriate price. The prin-
ciples do not apply to:

a. Arrangements under which Federal fi-
nancing is in the form of loans, scholarships,
fellowships, traineeships, or other fixed
amounts based on such items as education
allowance or published tuition rates and fees
of an institution.

b. Capitation awards.

c. Other awards under which the institu-
tion is not required to account to the Fed-
eral Government for actual costs incurred.

d. Conditional exemptions.

(1) OMB authorizes conditional exemption
from OMB administrative requirements and
cost principles for certain Federal programs
with statutorily-authorized consolidated
planning and consolidated administrative
funding, that are identified by a Federal
agency and approved by the head of the Ex-
ecutive department or establishment. A Fed-
eral agency shall consult with OMB during
its consideration of whether to grant such an
exemption.

(2) To promote efficiency in State and
local program administration, when Federal
non-entitlement programs with common pur-
poses have specific statutorily-authorized
consolidated planning and consolidated ad-
ministrative funding and where most of the
State agency’s resources come from non-
Federal sources, Federal agencies may ex-
empt these covered State-administered, non-
entitlement grant programs from certain
OMB grants management requirements. The
exemptions would be from all but the
allocability of costs provisions of subsection
C.3 of Appendix A to 2 CFR part 225 Cost
Principles for State, Liocal, and Indian Tribal
Governments (OMB Circular A-87), Section
C, subpart 4 to 2 CFR part 220 Cost Principles
for Educational Institutions (OMB Circular
A-21), and subsection A.4 of Appendix A to 2
CFR part 230 Cost Principles for Non-Profit
Organizations,”” (OMB Circular A-122), and
from all of the administrative requirements
provisions of 2 CFR part 215, Uniform Admin-
istrative Requirements for Grants and
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Agreements with Institutions of Higher Edu-
cation, Hospitals, and Other Non-Profit Or-
ganizations (OMB Circular A-110), and the
agencies’ grants management common rule
(see §215.5 of this subtitle).

(3) When a Federal agency provides this
flexibility, as a prerequisite to a State’s ex-
ercising this option, a State must adopt its
own written fiscal and administrative re-
quirements for expending and accounting for
all funds, which are consistent with the pro-
visions of 2 CFR part 225 (OMB Circular A-
87), and extend such policies to all subrecipi-
ents. These fiscal and administrative re-
quirements must be sufficiently specific to
ensure that: Funds are used in compliance
with all applicable Federal statutory and
regulatory provisions, costs are reasonable
and necessary for operating these programs,
and funds are not to be used for general ex-
penses required to carry out other respon-
sibilities of a State or its subrecipients.

4. Inquiries.

All inquiries from Federal agencies con-
cerning the cost principles contained in this
Appendix to 2 CFR part 220, including the ad-
ministration and implementation of the Cost
Accounting Standards (CAS) (described in
Sections C.10 through C.13) and disclosure
statement (DS-2) requirements, shall be ad-
dressed by the Office of Management and
Budget (OMB), Office of Federal Financial
Management, in coordination with the Cost
Accounting Standard Board (CASB) with re-
spect to inquiries concerning CAS. Edu-
cational institutions’ inquiries should be ad-
dressed to the cognizant agency.

B. DEFINITION OF TERMS

1. Major functions of an institution refers
to instruction, organized research, other
sponsored activities and other institutional
activities as defined below:

a. Instruction means the teaching and
training activities of an institution. Except
for research training as provided in sub-
section b, this term includes all teaching and
training activities, whether they are offered
for credits toward a degree or certificate or
on a non-credit basis, and whether they are
offered through regular academic depart-
ments or separate divisions, such as a sum-
mer school division or an extension division.
Also considered part of this major function
are departmental research, and, where
agreed to, university research.

(1) Sponsored instruction and training
means specific instructional or training ac-
tivity established by grant, contract, or co-
operative agreement. For purposes of the
cost principles, this activity may be consid-
ered a major function even though an insti-
tution’s accounting treatment may include
it in the instruction function.

(2) Departmental research means research,
development and scholarly activities that
are not organized vresearch and, con-
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sequently, are not separately budgeted and
accounted for. Departmental research, for
purposes of this document, is not considered
as a major function, but as a part of the in-
struction function of the institution.

b. Organized research means all research
and development activities of an institution
that are separately budgeted and accounted
for. It includes:

(1) Sponsored research means all research
and development activities that are spon-
sored by Federal and non-Federal agencies
and organizations. This term includes activi-
ties involving the training of individuals in
research techniques (commonly called re-
search training) where such activities utilize
the same facilities as other research and de-
velopment activities and where such activi-
ties are not included in the instruction func-
tion.

(2) University research means all research
and development activities that are sepa-
rately budgeted and accounted for by the in-
stitution under an internal application of in-
stitutional funds. University research, for
purposes of this document, shall be combined
with sponsored research under the function
of organized research.

c. Other sponsored activities means pro-
grams and projects financed by Federal and
non-Federal agencies and organizations
which involve the performance of work other
than instruction and organized research. Ex-
amples of such programs and projects are
health service projects, and community serv-
ice programs. However, when any of these
activities are undertaken by the institution
without outside support, they may be classi-
fied as other institutional activities.

d. Other institutional activities means all
activities of an institution except:

(1) Instruction, departmental research, or-
ganized research, and other sponsored activi-
ties, as defined above;

(2) F&A cost activities identified in Sec-
tion F of this Appendix; and

(3) Specialized service facilities described
in Section J.47 of this Appendix. Other insti-
tutional activities include operation of resi-
dence halls, dining halls, hospitals and clin-
ics, student unions, intercollegiate athletics,
bookstores, faculty housing, student apart-
ments, guest houses, chapels, theaters, pub-
lic museums, and other similar auxiliary en-
terprises. This definition also includes any
other categories of activities, costs of which
are ‘‘unallowable’ to sponsored agreements,
unless otherwise indicated in the agree-
ments.

2. Sponsored agreement, for purposes of
this Appendix, means any grant, contract, or
other agreement between the institution and
the Federal Government.

3. Allocation means the process of assign-
ing a cost, or a group of costs, to one or more
cost objective, in reasonable and realistic
proportion to the benefit provided or other
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equitable relationship. A cost objective may
be a major function of the institution, a par-
ticular service or project, a sponsored agree-
ment, or an F&A cost activity, as described
in Section F of this Appendix. The process
may entail assigning a cost(s) directly to a
final cost objective or through one or more
intermediate cost objectives.

4. Facilities and administrative (F&A)
costs, for the purpose of this Appendix,
means costs that are incurred for common or
joint objectives and, therefore, cannot be
identified readily and specifically with a par-
ticular sponsored project, an instructional
activity, or any other institutional activity.
F&A costs are synonymous with ‘‘indirect”
costs, as previously used in this Appendix
and as currently used in attachments A and
B to this Appendix. The F&A cost categories
are described in Section F.1 of this Appendix.

C. BASIC CONSIDERATIONS

1. Composition of total costs. The cost of a
sponsored agreement is comprised of the al-
lowable direct costs incident to its perform-
ance, plus the allocable portion of the allow-
able F&A costs of the institution, less appli-
cable credits as described in subsection C.5 of
this Appendix.

2. Factors affecting allowability of costs.
The tests of allowability of costs under these
principles are: they must be reasonable; they
must be allocable to sponsored agreements
under the principles and methods provided
herein; they must be given consistent treat-
ment through application of those generally
accepted accounting principles appropriate
to the circumstances; and they must con-
form to any limitations or exclusions set
forth in these principles or in the sponsored
agreement as to types or amounts of cost
items.

3. Reasonable costs. A cost may be consid-
ered reasonable if the nature of the goods or
services acquired or applied, and the amount
involved therefore, reflect the action that a
prudent person would have taken under the
circumstances prevailing at the time the de-
cision to incur the cost was made. Major
considerations involved in the determination
of the reasonableness of a cost are: whether
or not the cost is of a type generally recog-
nized as necessary for the operation of the
institution or the performance of the spon-
sored agreement; the restraints or require-
ments imposed by such factors as arm’s-
length bargaining, Federal and State laws
and regulations, and sponsored agreement
terms and conditions; whether or not the in-
dividuals concerned acted with due prudence
in the circumstances, considering their re-
sponsibilities to the institution, its employ-
ees, its students, the Federal Government,
and the public at large; and, the extent to
which the actions taken with respect to the
incurrence of the cost are consistent with es-
tablished institutional policies and practices
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applicable to the work of the institution gen-
erally, including sponsored agreements.

4. Allocable costs.

a. A cost is allocable to a particular cost
objective (i.e., a specific function, project,
sponsored agreement, department, or the
like) if the goods or services involved are
chargeable or assignable to such cost objec-
tive in accordance with relative benefits re-
ceived or other equitable relationship. Sub-
ject to the foregoing, a cost is allocable to a
sponsored agreement if it is incurred solely
to advance the work under the sponsored
agreement; it benefits both the sponsored
agreement and other work of the institution,
in proportions that can be approximated
through use of reasonable methods, or it is
necessary to the overall operation of the in-
stitution and, in light of the principles pro-
vided in this Appendix, is deemed to be as-
signable in part to sponsored projects. Where
the purchase of equipment or other capital
items is specifically authorized under a spon-
sored agreement, the amounts thus author-
ized for such purchases are assignable to the
sponsored agreement regardless of the use
that may subsequently be made of the equip-
ment or other capital items involved.

b. Any costs allocable to a particular spon-
sored agreement under the standards pro-
vided in this Appendix may not be shifted to
other sponsored agreements in order to meet
deficiencies caused by overruns or other fund
considerations, to avoid restrictions imposed
by law or by terms of the sponsored agree-
ment, or for other reasons of convenience.

c. Any costs allocable to activities spon-
sored by industry, foreign governments or
other sponsors may not be shifted to feder-
ally-sponsored agreements.

d. Allocation and documentation standard.

(1) Cost principles. The recipient institu-
tion is responsible for ensuring that costs
charged to a sponsored agreement are allow-
able, allocable, and reasonable under these
cost principles.

(2) Internal controls. The institution’s fi-
nancial management system shall ensure
that no one person has complete control over
all aspects of a financial transaction.

(3) Direct cost allocation principles. If a
cost benefits two or more projects or activi-
ties in proportions that can be determined
without undue effort or cost, the cost should
be allocated to the projects based on the pro-
portional benefit. If a cost benefits two or
more projects or activities in proportions
that cannot be determined because of the
interrelationship of the work involved, then,
notwithstanding subsection b, the costs may
be allocated or transferred to benefited
projects on any reasonable basis, consistent
with subsections C.4.d. (1) and (2) of this Ap-
pendix.
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(4) Documentation. Federal requirements
for documentation are specified in this Ap-
pendix, 2 CFR Part 215, “Uniform Adminis-
trative Requirements for Grants and Agree-
ments with Institutions of Higher Education,
Hospitals, and Other Non-Profit Organiza-
tions,” and specific agency policies on cost
transfers. If the institution authorizes the
principal investigator or other individual to
have primary responsibility, given the re-
quirements of subsection C.4.d. (2) of this Ap-
pendix, for the management of sponsored
agreement funds, then the institution’s doc-
umentation requirements for the actions of
those individuals (e.g., signature or initials
of the principal investigator or designee or
use of a password) will normally be consid-
ered sufficient.

5. Applicable credits.

a. The term ‘‘applicable credits’ refers to
those receipts or negative expenditures that
operate to offset or reduce direct or F&A
cost items. Typical examples of such trans-
actions are: purchase discounts, rebates, or
allowances; recoveries or indemnities on
losses; and adjustments of overpayments or
erroneous charges. This term also includes
‘‘educational discounts’ on products or serv-
ices provided specifically to educational in-
stitutions, such as discounts on computer
equipment, except where the arrangement is
clearly and explicitly identified as a gift by
the vendor.

b. In some instances, the amounts received
from the Federal Government to finance in-
stitutional activities or service operations
should be treated as applicable credits. Spe-
cifically, the concept of netting such credit
items against related expenditures should be
applied by the institution in determining the
rates or amounts to be charged to sponsored
agreements for services rendered whenever
the facilities or other resources used in pro-
viding such services have been financed di-
rectly, in whole or in part, by Federal funds.
(See Sections F.10, J.14, and J.47 of this Ap-
pendix for areas of potential application in
the matter of direct Federal financing.)

6. Costs incurred by State and local gov-
ernments. Costs incurred or paid by State or
local governments on behalf of their colleges
and universities for fringe benefit programs,
such as pension costs and FICA and any
other costs specifically incurred on behalf of,
and in direct benefit to, the institutions, are
allowable costs of such institutions whether
or not these costs are recorded in the ac-
counting records of the institutions, subject
to the following:

a. The costs meet the requirements of sub-
sections C.1 through 5 of this Appendix.

b. The costs are properly supported by cost
allocation plans in accordance with applica-
ble Federal cost accounting principles.

c. The costs are not otherwise borne di-
rectly or indirectly by the Federal Govern-
ment.
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7. Limitations on allowance of costs. Spon-
sored agreements may be subject to statu-
tory requirements that limit the allowance
of costs. When the maximum amount allow-
able under a limitation is less than the total
amount determined in accordance with the
principles in this Appendix, the amount not
recoverable under a sponsored agreement
may not be charged to other sponsored
agreements.

8. Collection of unallowable costs, excess
costs due to noncompliance with cost poli-
cies, increased costs due to failure to follow
a disclosed accounting practice and in-
creased costs resulting from a change in cost
accounting practice. The following costs
shall be refunded (including interest) in ac-
cordance with applicable Federal agency reg-
ulations:

a. Costs specifically identified as unallow-
able in Section J of this Appendix, either di-
rectly or indirectly, and charged to the Fed-
eral Government.

b. Excess costs due to failure by the edu-
cational institution to comply with the cost
policies in this Appendix.

c. Increased costs due to a noncompliant
cost accounting practice used to estimate,
accumulate, or report costs.

d. Increased costs resulting from a change
in accounting practice.

9. Adjustment of previously negotiated
F&A cost rates containing unallowable
costs. Negotiated F&A cost rates based on a
proposal later found to have included costs
that are unallowable as specified by law or
regulation, Section J of this Appendix, terms
and conditions of sponsored agreements, or,
are unallowable because they are clearly not
allocable to sponsored agreements, shall be
adjusted, or a refund shall be made, in ac-
cordance with the requirements of this sec-
tion. These adjustments or refunds are de-
signed to correct the proposals used to estab-
lish the rates and do not constitute a reopen-
ing of the rate negotiation. The adjustments
or refunds will be made regardless of the
type of rate negotiated (predetermined,
final, fixed, or provisional).

a. For rates covering a future fiscal year of
the institution, the unallowable costs will be
removed from the F&A cost pools and the
rates appropriately adjusted.

b. For rates covering a past period, the
Federal share of the unallowable costs will
be computed for each year involved and a
cash refund (including interest chargeable in
accordance with applicable regulations) will
be made to the Federal Government. If cash
refunds are made for past periods covered by
provisional or fixed rates, appropriate ad-
justments will be made when the rates are fi-
nalized to avoid duplicate recovery of the un-
allowable costs by the Federal Government.
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c. For rates covering the current period, ei-
ther a rate adjustment or a refund, as de-
scribed in subsections a and b, shall be re-
quired by the cognizant agency. The choice
of method shall be at the discretion of the
cognizant agency, based on its judgment as
to which method would be most practical.

d. The amount or proportion of unallow-
able costs included in each year’s rate will be
assumed to be the same as the amount or
proportion of unallowable costs included in
the base year proposal used to establish the
rate.

10. Consistency in estimating,
lating and reporting costs.

a. An educational institution’s practices
used in estimating costs in pricing a pro-
posal shall be consistent with the edu-
cational institution’s cost accounting prac-
tices used in accumulating and reporting
costs.

b. An educational institution’s cost ac-
counting practices used in accumulating and
reporting actual costs for a sponsored agree-
ment shall be consistent with the edu-
cational institution’s practices used in esti-
mating costs in pricing the related proposal
or application.

c. The grouping of homogeneous costs in
estimates prepared for proposal purposes
shall not per se be deemed an inconsistent
application of cost accounting practices
under subsection a when such costs are accu-
mulated and reported in greater detail on an
actual cost basis during performance of the
sponsored agreement.

d. Attachment A to this Appendix also re-
flects this requirement, along with the pur-
pose, definitions, and techniques for applica-
tion, all of which are authoritative.

11. Consistency in allocating costs incurred
for the same purpose.

a. All costs incurred for the same purpose,
in like circumstances, are either direct costs
only or F&A costs only with respect to final
cost objectives. No final cost objective shall
have allocated to it as a cost any cost, if
other costs incurred for the same purpose, in
like circumstances, have been included as a
direct cost of that or any other final cost ob-
jective. Further, no final cost objective shall
have allocated to it as a direct cost any cost,
if other costs incurred for the same purpose,
in like circumstances, have been included in
any F&A cost pool to be allocated to that or
any other final cost objective.

b. Attachment A to this Appendix reflects
this requirement along with its purpose,
definitions, and techniques for application,
illustrations and interpretations, all of
which are authoritative.

12. Accounting for unallowable costs.

a. Costs expressly unallowable or mutually
agreed to be unallowable, including costs
mutually agreed to be unallowable directly
associated costs, shall be identified and ex-
cluded from any billing, claim, application,

accumu-
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or proposal applicable to a sponsored agree-
ment.

b. Costs which specifically become des-
ignated as unallowable as a result of a writ-
ten decision furnished by a Federal official
pursuant to sponsored agreement disputes
procedures shall be identified if included in
or used in the computation of any billing,
claim, or proposal applicable to a sponsored
agreement. This identification requirement
applies also to any costs incurred for the
same purpose under like circumstances as
the costs specifically identified as unallow-
able under either this subsection or sub-
section a.

c. Costs which, in a Federal official’s writ-
ten decision furnished pursuant to sponsored
agreement disputes procedures, are des-
ignated as unallowable directly associated
costs of unallowable costs covered by either
subsection a or b shall be accorded the iden-
tification required by subsection b.

d. The costs of any work project not con-
tractually authorized by a sponsored agree-
ment, whether or not related to performance
of a proposed or existing sponsored agree-
ment, shall be accounted for, to the extent
appropriate, in a manner which permits
ready separation from the costs of author-
ized work projects.

e. All unallowable costs covered by sub-
sections a through d shall be subject to the
same cost accounting principles governing
cost allocability as allowable costs. In cir-
cumstances where these unallowable costs
normally would be part of a regular F&A
cost allocation base or bases, they shall re-
main in such base or bases. Where a directly
associated cost is part of a category of costs
normally included in a F&A cost pool that
shall be allocated over a base containing the
unallowable cost with which it is associated,
such a directly associated cost shall be re-
tained in the F&A cost pool and be allocated
through the regular allocation process.

f. Where the total of the allocable and oth-
erwise allowable costs exceeds a limitation-
of-cost or ceiling-price provision in a spon-
sored agreement, full direct and F&A cost al-
location shall be made to the sponsored
agreement cost objective, in accordance with
established cost accounting practices and
standards which regularly govern a given en-
tity’s allocations to sponsored agreement
cost objectives. In any determination of a
cost overrun, the amount thereof shall be
identified in terms of the excess of allowable
costs over the ceiling amount, rather than
through specific identification of particular
cost items or cost elements.

g. Attachment A reflects this requirement,
along with its purpose, definitions, tech-
niques for application, and illustrations of
this standard, all of which are authoritative.

13. Cost accounting period.
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a. Educational institutions shall use their
fiscal year as their cost accounting period,
except that:

(1) Costs of a F&A function which exists
for only a part of a cost accounting period
may be allocated to cost objectives of that
same part of the period on the basis of data
for that part of the cost accounting period if
the cost is material in amount, accumulated
in a separate F&A cost pool or expense pool,
and allocated on the basis of an appropriate
direct measure of the activity or output of
the function during that part of the period.

(2) An annual period other than the fiscal
year may, upon mutual agreement with the
Federal Government, be used as the cost ac-
counting period if the use of such period is
an established practice of the educational in-
stitution and is consistently used for man-
aging and controlling revenues and disburse-
ments, and appropriate accruals, deferrals or
other adjustments are made with respect to
such annual periods.

(3) A transitional cost accounting period
other than a year shall be used whenever a
change of fiscal year occurs.

b. An educational institution shall follow
consistent practices in the selection of the
cost accounting period or periods in which
any types of expense and any types of adjust-
ment to expense (including prior-period ad-
justments) are accumulated and allocated.

c. The same cost accounting period shall be
used for accumulating costs in a F&A cost
pool as for establishing its allocation base,
except that the Federal Government and
educational institution may agree to use a
different period for establishing an alloca-
tion base, provided:

(1) The practice is necessary to obtain sig-
nificant administrative convenience,

(2) The practice is consistently followed by
the educational institution,

(3) The annual period used is representa-
tive of the activity of the cost accounting
period for which the F&A costs to be allo-
cated are accumulated, and

(4) The practice can reasonably be esti-
mated to provide a distribution to cost ob-
jectives of the cost accounting period not
materially different from that which other-
wise would be obtained.

d. Attachment A reflects this requirement,
along with its purpose, definitions, tech-
niques for application and illustrations, all
of which are authoritative.

14. Disclosure Statement.

a. Educational institutions that received
aggregate sponsored agreements totaling $25
million or more subject to this Appendix
during their most recently completed fiscal
year shall disclose their cost accounting
practices by filing a Disclosure Statement
(DS-2), which is reproduced in Attachment B
to this Appendix. With the approval of the
cognizant agency, an educational institution
may meet the DS-2 submission by submit-
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ting the DS-2 for each business unit that re-
ceived $25 million or more in sponsored
agreements.

b. The DS-2 shall be submitted to the cog-
nizant agency with a copy to the educational
institution’s audit cognizant office.

c. Educational institutions receiving $25
million or more in sponsored agreements
that are not required to file a DS-2 pursuant
to 48 CFR 9903.202-1 shall file a DS-2 covering
the first fiscal year beginning after the pub-
lication date of this revision, within six
months after the end of that fiscal year. Ex-
tensions beyond the above due date may be
granted by the cognizant agency on a case-
by-case basis.

d. Educational institutions are responsible
for maintaining an accurate DS-2 and com-
plying with disclosed cost accounting prac-
tices. Educational institutions must file
amendments to the DS-2 when disclosed
practices are changed to comply with a new
or modified standard, or when practices are
changed for other reasons. Amendments of a
DS-2 may be submitted at any time. If the
change is expected to have a material impact
on the educational institution’s negotiated
F&A cost rates, the revision shall be ap-
proved by the cognizant agency before it is
implemented. Resubmission of a complete,
updated DS-2 is discouraged except when
there are extensive changes to disclosed
practices.

e. Cost and funding adjustments. Cost ad-
justments shall be made by the cognizant
agency if an educational institution fails to
comply with the cost policies in this Appen-
dix or fails to consistently follow its estab-
lished or disclosed cost accounting practices
when estimating, accumulating or reporting
the costs of sponsored agreements, if aggre-
gate cost impact on sponsored agreements is
material. The cost adjustment shall nor-
mally be made on an aggregate basis for all
affected sponsored agreements through an
adjustment of the educational institution’s
future F&A costs rates or other means con-
sidered appropriate by the cognizant agency.
Under the terms of CAS-covered contracts,
adjustments in the amount of funding pro-
vided may also be required when the esti-
mated proposal costs were not determined in
accordance with established cost accounting
practices.

f. Overpayments. Excess amounts paid in
the aggregate by the Federal Government
under sponsored agreements due to a non-
compliant cost accounting practice used to
estimate, accumulate, or report costs shall
be credited or refunded, as deemed appro-
priate by the cognizant agency. Interest ap-
plicable to the excess amounts paid in the
aggregate during the period of noncompli-
ance shall also be determined and collected
in accordance with applicable Federal agen-
cy regulations.
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g. Compliant cost accounting practice
changes. Changes from one compliant cost
accounting practice to another compliant
practice that are approved by the cognizant
agency may require cost adjustments if the
change has a material effect on sponsored
agreements and the changes are deemed ap-
propriate by the cognizant agency.

h. Responsibilities. The cognizant agency
shall:

(1) Determine cost adjustments for all
sponsored agreements in the aggregate on
behalf of the Federal Government. Actions of
the cognizant agency official in making cost
adjustment determinations shall be coordi-
nated with all affected Federal agencies to
the extent necessary.

(2) Prescribe guidelines and establish inter-
nal procedures to promptly determine on be-
half of the Federal Government that a DS-2
adequately discloses the educational institu-
tion’s cost accounting practices and that the
disclosed practices are compliant with appli-
cable CAS and the requirements of Attach-
ment A to this Appendix.

(3) Distribute to all affected agencies any
DS-2 determination of adequacy and/or non-
compliance.

D. DIRECT COSTS

1. General. Direct costs are those costs
that can be identified specifically with a par-
ticular sponsored project, an instructional
activity, or any other institutional activity,
or that can be directly assigned to such ac-
tivities relatively easily with a high degree
of accuracy. Costs incurred for the same pur-
pose in like circumstances must be treated
consistently as either direct or F&A costs.
Where an institution treats a particular type
of cost as a direct cost of sponsored agree-
ments, all costs incurred for the same pur-
pose in like circumstances shall be treated
as direct costs of all activities of the institu-
tion.

2. Application to sponsored agreements.
Identification with the sponsored work rath-
er than the nature of the goods and services
involved is the determining factor in distin-
guishing direct from F&A costs of sponsored
agreements. Typical costs charged directly
to a sponsored agreement are the compensa-
tion of employees for performance of work
under the sponsored agreement, including re-
lated fringe benefit costs to the extent they
are consistently treated, in like cir-
cumstances, by the institution as direct
rather than F&A costs; the costs of mate-
rials consumed or expended in the perform-
ance of the work; and other items of expense
incurred for the sponsored agreement, in-
cluding extraordinary utility consumption.
The cost of materials supplied from stock or
services rendered by specialized facilities or
other institutional service operations may
be included as direct costs of sponsored
agreements, provided such items are consist-
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ently treated, in like circumstances, by the
institution as direct rather than F&A costs,
and are charged under a recognized method
of computing actual costs, and conform to
generally accepted cost accounting practices
consistently followed by the institution.

E. F&A COSTS

1. General. F&A costs are those that are in-
curred for common or joint objectives and
therefore cannot be identified readily and
specifically with a particular sponsored
project, an instructional activity, or any
other institutional activity. See Section F.1
of this Appendix for a discussion of the com-
ponents of F&A costs.

2. Criteria for distribution.

a. Base period. A base period for distribu-
tion of F&A costs is the period during which
the costs are incurred. The base period nor-
mally should coincide with the fiscal year
established by the institution, but in any
event the base period should be so selected as
to avoid inequities in the distribution of
costs.

b. Need for cost groupings. The overall ob-
jective of the F&A cost allocation process is
to distribute the F&A costs described in Sec-
tion F of this Appendix to the major func-
tions of the institution in proportions rea-
sonably consistent with the nature and ex-
tent of their use of the institution’s re-
sources. In order to achieve this objective, it
may be necessary to provide for selective
distribution by establishing separate
groupings of cost within one or more of the
F&A cost categories referred to in subsection
E.1 of this Appendix. In general, the cost
groupings established within a category
should constitute, in each case, a pool of
those items of expense that are considered to
be of like nature in terms of their relative
contribution to (or degree of remoteness
from) the particular cost objectives to which
distribution is appropriate. Cost groupings
should be established considering the general
guides provided in subsection E.2.c. of this
Appendix. Each such pool or cost grouping
should then be distributed individually to
the related cost objectives, using the dis-
tribution base or method most appropriate
in the light of the guides set forth in sub-
section E.2.d. of this Appendix.

C. General considerations on cost
groupings. The extent to which separate cost
groupings and selective distribution would
be appropriate at an institution is a matter
of judgment to be determined on a case-by-
case basis. Typical situations which may
warrant the establishment of two or more
separate cost groupings (based on account
classification or analysis) within an F&A
cost category include but are not limited to
the following:

(1) Where certain items or categories of ex-
pense relate solely to one of the major func-
tions of the institution or to less than all
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functions, such expenses should be set aside
as a separate cost grouping for direct assign-
ment or selective allocation in accordance
with the guides provided in subsections b and
d.

(2) Where any types of expense ordinarily
treated as general administration or depart-
mental administration are charged to spon-
sored agreements as direct costs, expenses
applicable to other activities of the institu-
tion when incurred for the same purposes in
like circumstances must, through separate
cost groupings, be excluded from the F&A
costs allocable to those sponsored agree-
ments and included in the direct cost of
other activities for cost allocation purposes.

(3) Where it is determined that certain ex-
penses are for the support of a service unit or
facility whose output is susceptible of meas-
urement on a workload or other quantitative
basis, such expenses should be set aside as a
separate cost grouping for distribution on
such basis to organized research, instruc-
tional, and other activities at the institution
or within the department.

(4) Where activities provide their own pur-
chasing, personnel administration, building
maintenance or similar service, the distribu-
tion of general administration and general
expenses, or operation and maintenance ex-
penses to such activities should be accom-
plished through cost groupings which include
only that portion of central F&A costs (such
as for overall management) which are prop-
erly allocable to such activities.

() Where the institution elects to treat
fringe benefits as F&A charges, such costs
should be set aside as a separate cost group-
ing for selective distribution to related cost
objectives.

(6) The number of separate cost groupings
within a category should be held within
practical limits, after taking into consider-
ation the materiality of the amounts in-
volved and the degree of precision attainable
through less selective methods of distribu-
tion.

d. Selection of distribution method.

(1) Actual conditions must be taken into
account in selecting the method or base to
be used in distributing individual cost
groupings. The essential consideration in se-
lecting a base is that it be the one best suit-
ed for assigning the pool of costs to cost ob-
jectives in accordance with benefits derived;
a traceable cause and effect relationship; or
logic and reason, where neither benefit nor
cause and effect relationship is deter-
minable.

(2) Where a cost grouping can be identified
directly with the cost objective benefited, it
should be assigned to that cost objective.

(3) Where the expenses in a cost grouping
are more general in nature, the distribution
may be based on a cost analysis study which
results in an equitable distribution of the
costs. Such cost analysis studies may take
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into consideration weighting factors, popu-
lation, or space occupied if appropriate. Cost
analysis studies, however, must be appro-
priately documented in sufficient detail for
subsequent review by the cognizant Federal
agency, distribute the costs to the related
cost objectives in accordance with the rel-
ative benefits derived, be statistically sound,
be performed specifically at the institution
at which the results are to be used, and be
reviewed periodically, but not less fre-
quently than every two years, updated if
necessary, and used consistently. Any as-
sumptions made in the study must be stated
and explained. The use of cost analysis stud-
ies and periodic changes in the method of
cost distribution must be fully justified.

(4) If a cost analysis study is not per-
formed, or if the study does not result in an
equitable distribution of the costs, the dis-
tribution shall be made in accordance with
the appropriate base cited in Section F, un-
less one of the following conditions is met: it
can be demonstrated that the use of a dif-
ferent base would result in a more equitable
allocation of the costs, or that a more read-
ily available base would not increase the
costs charged to sponsored agreements, or
the institution qualifies for, and elects to
use, the simplified method for computing
F&A cost rates described in Section H of this
Appendix.

(5) Notwithstanding subsection E.2.d.(3) of
this Appendix, effective July 1, 1998, a cost
analysis or base other than that in Section F
of this Appendix shall not be used to dis-
tribute utility or student services costs. In-
stead, subsections F.4.c and F.4.d may be
used in the recovery of utility costs.

e. Order of distribution.

(1) F&A costs are the broad categories of
costs discussed in Section F.1 of this Appen-
dix.

(2) Depreciation and use allowances, oper-
ation and maintenance expenses, and general
administrative and general expenses should
be allocated in that order to the remaining
F&A cost categories as well as to the major
functions and specialized service facilities of
the institution. Other cost categories may be
allocated in the order determined to be most
appropriate by the institutions. When cross
allocation of costs is made as provided in
subsection (3), this order of allocation does
not apply.

(3) Normally an F&A cost category will be
considered closed once it has been allocated
to other cost objectives, and costs may not
be subsequently allocated to it. However, a
cross allocation of costs between two or
more F&A cost categories may be used if
such allocation will result in a more equi-
table allocation of costs. If a cross allocation
is used, an appropriate modification to the
composition of the F&A cost categories de-
scribed in Section F of this Appendix is re-
quired.
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F. IDENTIFICATION AND ASSIGNMENT OF F&A
CosTs

1. Definition of Facilities and Administra-
tion. F&A costs are broad categories of
costs. ‘“‘Facilities’” is defined as depreciation
and use allowances, interest on debt associ-
ated with certain buildings, equipment and
capital improvements, operation and main-
tenance expenses, and library expenses.
‘““Administration” is defined as general ad-
ministration and general expenses, depart-
mental administration, sponsored projects
administration, student administration and
services, and all other types of expenditures
not listed specifically under one of the sub-
categories of Facilities (including cross allo-
cations from other pools).

2. Depreciation and use allowances.

a. The expenses under this heading are the
portion of the costs of the institution’s
buildings, capital improvements to land and
buildings, and equipment which are com-
puted in accordance with Section J.14 of this
Appendix.

b. In the absence of the alternatives pro-
vided for in Section E.2.d of this Appendix,
the expenses included in this category shall
be allocated in the following manner:

(1) Depreciation or use allowances on
buildings used exclusively in the conduct of
a single function, and on capital improve-
ments and equipment used in such buildings,
shall be assigned to that function.

(2) Depreciation or use allowances on
buildings used for more than one function,
and on capital improvements and equipment
used in such buildings, shall be allocated to
the individual functions performed in each
building on the basis of usable square feet of
space, excluding common areas such as hall-
ways, stairwells, and rest rooms.

(3) Depreciation or use allowances on
buildings, capital improvements and equip-
ment related to space (e.g., individual rooms,
laboratories) used jointly by more than one
function (as determined by the users of the
space) shall be treated as follows. The cost of
each jointly used unit of space shall be allo-
cated to benefiting functions on the basis of:

(a) The employee full-time equivalents
(FTEs) or salaries and wages of those indi-
vidual functions benefiting from the use of
that space; or

(b) Institution-wide employee FTEs or sal-
aries and wages applicable to the benefiting
major functions (see Section B.1 of this Ap-
pendix) of the institution.

(4) Depreciation or use allowances on cer-
tain capital improvements to land, such as
paved parking areas, fences, sidewalks, and
the like, not included in the cost of build-
ings, shall be allocated to user categories of
students and employees on a full-time equiv-
alent basis. The amount allocated to the stu-
dent category shall be assigned to the in-
struction function of the institution. The
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amount allocated to the employee category
shall be further allocated to the major func-
tions of the institution in proportion to the
salaries and wages of all employees applica-
ble to those functions.

c. Large research facilities. The following
provisions apply to large research facilities
that are included in F&A rate proposals ne-
gotiated after January 1, 2000, and on which
the design and construction begin after July
1, 1998. Large facilities, for this provision,
are defined as buildings with construction
costs of more than $10 million. The deter-
mination of the Federal participation (use)
percentage in a building is based on institu-
tion’s estimates of building use over its life,
and is made during the planning phase for
the building.

(1) When an institution has large research
facilities, of which 40 percent or more of
total assignable space is expected for Federal
use, the institution must maintain an ade-
quate review and approval process to ensure
that construction costs are reasonable.

(a)The review process shall address and
document relevant factors affecting con-
struction costs, such as:

i. Life cycle costs

ii. Unique research needs

iii. Special building needs

iv. Building site preparation

v. Environmental consideration

vi. Federal construction code requirements
vii. Competitive procurement practices

(b) The approval process shall include re-
view and approval of the projects by the in-
stitution’s Board of Trustees (which can also
be called Board of Directors, Governors or
Regents) or other independent entities.

(2) For research facilities costing more
than $25 million, of which 50 percent or more
of total assignable space is expected for Fed-
eral use, the institution must document the
review steps performed to assure that con-
struction costs are reasonable. The review
should include an analysis of construction
costs and a comparison of these costs with
relevant construction data, including the
National Science Foundation data for re-
search facilities based on its biennial survey,
‘‘Science and Engineering Facilities at Col-
leges and Universities.” The documentation
must be made available for review by Fed-
eral negotiators, when requested.

3. Interest. Interest on debt associated
with certain buildings, equipment and cap-
ital improvements, as defined in Section J.25
of this Appendix, shall be classified as an ex-
penditure under the category Facilities.
These costs shall be allocated in the same
manner as the depreciation or use allow-
ances on the buildings, equipment and cap-
ital improvements to which the interest re-
lates.

4. Operation and maintenance expenses.
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a. The expenses under this heading are
those that have been incurred for the admin-
istration, supervision, operation, mainte-
nance, preservation, and protection of the in-
stitution’s physical plant. They include ex-
penses normally incurred for such items as
janitorial and utility services; repairs and
ordinary or normal alterations of buildings,
furniture and equipment; care of grounds;
maintenance and operation of buildings and
other plant facilities; security; earthquake
and disaster preparedness; environmental
safety; hazardous waste disposal; property,
liability and all other insurance relating to
property; space and capital leasing; facility
planning and management; and, central re-
ceiving. The operation and maintenance ex-
pense category should also include its allo-
cable share of fringe benefit costs, deprecia-
tion and use allowances, and interest costs.

b. In the absence of the alternatives pro-
vided for in Section E.2.d of this Appendix,
the expenses included in this category shall
be allocated in the same manner as described
in subsection E.2.b for depreciation and use
allowances.

c. For F&A rates negotiated on or after
July 1, 1998, an institution that previously
employed a utility special cost study in its
most recently negotiated F&A rate proposal
in accordance with Section E.2.d of this Ap-
pendix, may add a utility cost adjustment
(UCA) of 1.3 percentage points to its nego-
tiated overall F&A rate for organized re-
search. Exhibit B to this Appendix displays
the list of eligible institutions. The alloca-
tion of utility costs to the benefiting func-
tions shall otherwise be made in the same
manner as described in subsection F.4.b of
this Appendix. Beginning on July 1, 2002,
Federal agencies shall reassess periodically
the eligibility of institutions to receive the
UCA.

d. Beginning on July 1, 2002, Federal agen-
cies may receive applications for utilization
of the UCA from institutions not subject to
the provisions of subsection F.4.c of this Ap-
pendix.

5. General administration and general ex-
penses.

a. The expenses under this heading are
those that have been incurred for the general
executive and administrative offices of edu-
cational institutions and other expense of a
general character which do not relate solely
to any major function of the institution; i.e.,
solely to instruction, organized research,
other sponsored activities, or other institu-
tional activities. The general administration
and general expense category should also in-
clude its allocable share of fringe benefit
costs, operation and maintenance expense,
depreciation and use allowances, and inter-
est costs. Examples of general administra-
tion and general expenses include: those ex-
penses incurred by administrative offices
that serve the entire university system of
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which the institution is a part; central of-
fices of the institution such as the Presi-
dent’s or Chancellor’s office, the offices for
institution-wide financial management,
business services, budget and planning, per-
sonnel management, and safety and risk
management; the office of the General Coun-
sel; and, the operations of the central admin-
istrative management information systems.
General administration and general expenses
shall not include expenses incurred within
non-university-wide deans’ offices, academic
departments, organized research units, or
similar organizational units. (See subsection
F.6. of this Appendix, Departmental adminis-
tration expenses.)

b. In the absence of the alternatives pro-
vided for in Section E.2.d of this Appendix,
the expenses included in this category shall
be grouped first according to common major
functions of the institution to which they
render services or provide benefits. The ag-
gregate expenses of each group shall then be
allocated to serviced or benefited functions
on the modified total cost basis. Modified
total costs consist of the same elements as
those in Section G.2 of this Appendix. When
an activity included in this F&A cost cat-
egory provides a service or product to an-
other institution or organization, an appro-
priate adjustment must be made to either
the expenses or the basis of allocation or
both, to assure a proper allocation of costs.

6. Departmental administration expenses.

a. The expenses under this heading are
those that have been incurred for adminis-
trative and supporting services that benefit
common or joint departmental activities or
objectives in academic deans’ offices, aca-
demic departments and divisions, and orga-
nized research units. Organized research
units include such units as institutes, study
centers, and research centers. Departmental
administration expenses are subject to the
following limitations.

(1) Academic deans’ offices. Salaries and
operating expenses are limited to those at-
tributable to administrative functions.

(2) Academic departments:

(a) Salaries and fringe benefits attrib-
utable to the administrative work (including
bid and proposal preparation) of faculty (in-
cluding department heads), and other profes-
sional personnel conducting research and/or
instruction, shall be allowed at a rate of 3.6
percent of modified total direct costs. This
category does not include professional busi-
ness or professional administrative officers.
This allowance shall be added to the com-
putation of the F&A cost rate for major
functions in Section G of this Appendix; the
expenses covered by the allowance shall be
excluded from the departmental administra-
tion cost pool. No documentation is required
to support this allowance.
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(b) Other administrative and supporting
expenses incurred within academic depart-
ments are allowable provided they are treat-
ed consistently in like circumstances. This
would include expenses such as the salaries
of secretarial and clerical staffs, the salaries
of administrative officers and assistants,
travel, office supplies, stockrooms, and the
like.

(3) Other fringe benefit costs applicable to
the salaries and wages included in sub-
sections F.6.a.(1) and (2) of this Appendix are
allowable, as well as an appropriate share of
general administration and general expenses,
operation and maintenance expenses, and de-
preciation and/or use allowances.

(4) Federal agencies may authorize reim-
bursement of additional costs for department
heads and faculty only in exceptional cases
where an institution can demonstrate undue
hardship or detriment to project perform-
ance.

b. The following guidelines apply to the de-
termination of departmental administrative
costs as direct or F&A costs.

(1) In developing the departmental admin-
istration cost pool, special care should be ex-
ercised to ensure that costs incurred for the
same purpose in like circumstances are
treated consistently as either direct or F&A
costs. For example, salaries of technical
staff, laboratory supplies (e.g., chemicals),
telephone toll charges, animals, animal care
costs, computer costs, travel costs, and spe-
cialized shop costs shall be treated as direct
cost wherever identifiable to a particular
cost objective. Direct charging of these costs
may be accomplished through specific identi-
fication of individual costs to benefiting cost
objectives, or through recharge centers or
specialized service facilities, as appropriate
under the circumstances.

(2) The salaries of administrative and cler-
ical staff should normally be treated as F&A
costs. Direct charging of these costs may be
appropriate where a major project or activ-
ity explicitly budgets for administrative or
clerical services and individuals involved can
be specifically identified with the project or
activity. ‘‘Major project’” is defined as a
project that requires an extensive amount of
administrative or clerical support, which is
significantly greater than the routine level
of such services provided by academic de-
partments. Some examples of major projects
are described in Exhibit C to this Appendix.

(3) Items such as office supplies, postage,
local telephone costs, and memberships shall
normally be treated as F&A costs.

c. In the absence of the alternatives pro-
vided for in Section E.2.d of this Appendix,
the expenses included in this category shall
be allocated as follows:

(1) The administrative expenses of the
dean’s office of each college and school shall
be allocated to the academic departments
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within that college or school on the modified
total cost basis.

(2) The administrative expenses of each
academic department, and the department’s
share of the expenses allocated in subsection
F.6.b.(1) of this Appendix shall be allocated
to the appropriate functions of the depart-
ment on the modified total cost basis.

7. Sponsored projects administration.

a. The expenses under this heading are lim-
ited to those incurred by a separate organi-
zation(s) established primarily to administer
sponsored projects, including such functions
as grant and contract administration (Fed-
eral and non-Federal), special security, pur-
chasing, personnel, administration, and edit-
ing and publishing of research and other re-
ports. They include the salaries and expenses
of the head of such organization, assistants,
and immediate staff, together with the sala-
ries and expenses of personnel engaged in
supporting activities maintained by the or-
ganization, such as stock rooms, steno-
graphic pools and the like. This category
also includes an allocable share of fringe
benefit costs, general administration and
general expenses, operation and maintenance
expenses, depreciation/use allowances. Ap-
propriate adjustments will be made for serv-
ices provided to other functions or organiza-
tions.

b. In the absence of the alternatives pro-
vided for in Section E.2.d of this Appendix,
the expenses included in this category shall
be allocated to the major functions of the in-
stitution under which the sponsored projects
are conducted on the basis of the modified
total cost of sponsored projects.

c. An appropriate adjustment shall be
made to eliminate any duplicate charges to
sponsored agreements when this category in-
cludes similar or identical activities as those
included in the general administration and
general expense category or other F&A cost
items, such as accounting, procurement, or
personnel administration.

8. Library expenses.

a. The expenses under this heading are
those that have been incurred for the oper-
ation of the library, including the cost of
books and library materials purchased for
the library, less any items of library income
that qualify as applicable credits under Sec-
tion C.5 of this Appendix. The library ex-
pense category should also include the fringe
benefits applicable to the salaries and wages
included therein, an appropriate share of
general administration and general expense,
operation and maintenance expense, and de-
preciation and use allowances. Costs in-
curred in the purchases of rare books (mu-
seum-type books) with no value to sponsored
agreements should not be allocated to them.

b. In the absence of the alternatives pro-
vided for in Section E.2.d of this Appendix,
the expenses included in this category shall
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be allocated first on the basis of primary cat-
egories of users, including students, profes-
sional employees, and other users.

(1) The student category shall consist of
full-time equivalent students enrolled at the
institution, regardless of whether they earn
credits toward a degree or certificate.

(2) The professional employee category
shall consist of all faculty members and
other professional employees of the institu-
tion, on a full-time equivalent basis.

(3) The other users category shall consist
of all other users of library facilities.

c. Amount allocated in subsection E.8.b of
this 